TABLEE 1 through 3 present annual
estimates of stocks of business in-
ventories thet are conmisten with the
estimates of change in business in-
ventories in the netional income and
prodnet aceounts. The stock figures era
for yearende for the years 1928-71.
They are shown in thres wvaluationa:
book walue, ie., in the values ok which
they wera carriad on tha owners' hooks !
constant (1B58) prices; and eurvent
prices, i.a., stocks st end-1950 are
valued at yearend 1950 prices, stocks
at end=-1971 ara velued at yearand 1971
prices, ete. Kstimates are shnwn in the
following breakdown:

Totel business Inventories
Farm
Naonferm, total
By legal form of crganization
Corporate
Nonoorporate
By industry
Manufecturing
Wholesala trade
Retail trade
All other

Thess sstimates have been prepared
68 » segment of e lerger project to
measure the eatire tengible wealth of
the Nation which BEA is conducting.
Praviously published BEA work on
capite]l stock hes provided estimates,
22 listed below, of {1} residential
capital, (2} fired nonresidentisl business
copitel, snd (3) provisional estmates
of consumer durable geods.

(1) Allan H. Young, John C.
Musgrave, and Clandia Harkins,
“Besidential Capital in the Tnited

Norp.—Jemss Milton amisted in  the
bréparation of the stefistieal estimates for
thiz article.

By SHIRLEY F. LOFTUS

Stocks of Business Inventories
in the United States, 1928-71

States, 19286-70," Sursey of Current
Buriners, November 1971.

{2} Office of Business Feonomics
(now Bureau of Economie Anslysis),
Fived Nonresidentiol Busminess Cuopital
in the Tnited States, 1985-1970, Noverm-
ber 1971

(3] Henry Shavell, “'The Stock of
Durable Goeds in the Hands of Con-
sumers, 1946=1989.7 1970 Proceedings
of the Business and Eeonomics Section
of the Amerienn Statistical Associgtion,
1971,

Future research is projected to cover
stocks of government capital assats?®
and laind. Estimates of inventories
owned hy nonfinencial corporations, as
of midyesr for the years 1948-71, in
constant (1988) prices and tha current
prices of each year, appeared in the
article "Noofinsncial Corporations:
MNew Messurez of Quiput and Input,"
by John A. Gorman, in the March 1972
SURVEY.

The stooks in book velues (tobla 1)
and in constant (1958) prices (tebla 2)
wers calemlated hy cumulating the
annual inventory chanpes, in book
velues aod in constent (1958) prices,
respectively, that are estimated in the
nationsl income and product accounts.®
An estimate of the level of aach book
value aod constant price stock series
was made for some single point in time
for which appropriets data ware avejl-
ebla; that stock was then moved for-
ward through time by adding the esti-
mated supusl changes snd beckward

1. This volumes B ayallsbls & 57,05 Tom Hatkinsl Tech-
akal Infrmotion Bervise, G258 Port Baysl Rosd, Speing-
Bedd, Figpinly 321561, Flasss manitlon peoonlen namabey 0 M
TL-0LLL ‘when ordar g

?. Etliouied oF (ha valoe of that portion aof gavornment
capital operated by privaie combrsolors are glvan b Lho
vohume &1kl wh ok (Z).

through time by subraciing the annurl
changes. The stocks in the current
prices of each yearand (toble 3) were
calculatad from the estimeted stocks in
book values and in comstont prices, as

described loter in this aréicla,

Mecsures of inventory change

The “change in business inventories'
component of current. dellar GNP for o
given vyear represents the change in
physical volume of business inventories
during the year valued at average prices
of the year! This chonge is not neces-
sarily the same as the change in the
book value of inventories. Beok volue
csn change witheout any net chenge in
volume bué simply because of s chenge
in the prices ot which goods in inven-
tory are valued. The “‘change in busis
npza inventories' component of coxrent
dollar GNP differs from the chsnge in
book value hy the amount of the
“inventory valuation adjustment.”

The “change in business inventories™
componsnt of conetant (1958) doller
GNP for a piven year ropresents the

4. ook wulod chisnpes [ tonbecin bainges myenlriag s
shown i hrond Indusieial aggeagates in table 5.4 of the
annual incame and product accounta pukbdished in the Tuly
BURFEY dbeli yabr, Chaspes valoed In constant (1FS) prios
ars shown In tabies 1.4, 1.5 snd L6 of the snnunl Geeodnils.
Definltkne and swihodology onderlyiog e nacknal .
B S Tt UKL eeeonn by arg destribed In Notiraod Faceme,
1y Fdwinn, T.8. Feosme and Cirmed (OS5, &nd ““The
Natkonal Incoms and Priddict Aceorirtaof the Tnited Siates:
Bavised Estimales, a0, BusvEY, Augot 186, Thess
publaations are out of print, bat thidr metbodalogical see-
tlemn ore opeovduced T Booffagy b Comcapes end Adotecds of
Manany neoxme Hiaiiyba, & repriot vwlume poblished for
BELA hy ths Natlona! Techninsl Tokrmsdie Bervice. T'hl
wotumoa 5 wralsble for $3 Fion Matisnal Techaios! [nfeme.
LR Seywies. 5253 Fart Boyel Baed, Bpringficdd, Viglols
081, Pleass menlisn eessexiom poinber PH MW 000 when
rdering.

{. ‘The b4rm "huxines” oatora Lo onsof tha sazutry B whilch
ontpat 2 cala:olmied In the nathknal Insoote and produst
acoounty; Eha otar ssciom s general gavsrament, hooe-
helde and InSUEURGAS, and reet of the word,

]
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change in physical volume of business
inventories during the year valued ot
1958 prices.

The inventory stocks n current
prices shown in table 3 represent total
yoarend quantities velued at ysarend
prices. Annual chenges in thess atocks
therefora reflect changes duning the
year not only in volume but alse in
prices. They differ from tha inventory
somponent of GNP becausa the latter
values only the change in quanGties ni
surTant pricas.

The remainder of thiz nots fivet dis-
vusses the implications of different
inventory sccounfing methods and then
outlines the way in whish invantory
chenge estimntes mre prepared in the
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notionel incoms and product accounts
and the way in which those estimates
were usad to calculats the stock esti-
muotes presented hara.

LIFO snd non-LIFO inventories

When the laval of, or changa in, tha
book wvalue of inventaries iz o ba
deflatad, it is important to Know
whether the hock valua reflacts laat-in,
first-out (LIFD} or mon-LIFD inven-
tery aneounting. This is because thae
impact of changing prices on book
volues ja different under the tao
mathoeds. The LIFO method of inven-
tory accountng caleulntes book vnlues
on the assemption that the goods pur-
chased lost pre vsed up first. The bulk

Table 1. —5tacks of Business Inventories in Book Yalues, 192871
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of non-LIFO inventories is valued by
the fivat-in, firsteout (FIFQ} methed,
and in the estimation of the nationsl
ineome snd preduct sepounis all non-
LIFQ inventories &ra assumed to ba
valued by the FIFO mathod.

In a period of rising prices, LIFO
book values tend to vnderestimate cur-
rent replacement costs. The FIFO
method generolly results in book value
fipures for inventory stocks thab ate
clossr to actual current replacement
cost thon the book value figums re-
sulting from LIFQ accounting, The
renson for this is that the FIFO method
assumes that goods im inventory com-
stantly tumn over, the older {first in)
goods being replaced with goods valued
gt cument piices, while the LIFD
method assumes that the older geoda
remain in the stock longer than goode
purchazed recently.

Tha estimated amount of LIFO
inventories waa derived initslly from
special studies for 1947 and 1951 by
BEA, from Moody's Manved of In-
dusirial Seourities, nnd from Internsl
Revenue Serviea data. The estimates
have been updated over time with in-
formation from Moody's and the IRS,
and recently, from u study by BEA in
1970. LIFQ inventories ars currently
estimated to account for shous 131 per-
cent of the bock value of total nonfarm
inventortes, The figure is shout 19 per-
cent for manufacturiog as a whole but
ranges from zero te 60 percent among
industries within menufacturing. Only
4 percent of retail teade inventeries is
estimated to be LIF(, zare percent of
wholesale trade inveniories, and less
then 2 parcent of the reat of nonfarm
inventories.

Change in nonfarm inventories

The estimates of change in book value
of nonfarm inventories used in the ne-
tional intome and product accounts are
derived from yearend book veluee re-
ported in the economic censuses and the
currant surveys of the Census Bureau
and from tax raturn data. In the deriva-
tion of change in nonfarm inventories
in coastans (1958) prices, the portien of
total book valwe that is estimated to be
reported on & LIFQ basis is processed
seperately from the rest, which 19
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agsumed o be meported on a2 FIFO
basis.

Since the book walue of inventories
volued by the FIFO method reflesta
an assumed continucua turnover of
goods in inventory, the hook velue of
FIFO inventories is assumad to approxi-
mate their value in current prices. The
selection of price indexes to deflata
yeorand book valuee oi FIFO in-
vontories to constant {1958} prices is
hased on the busibess practive of veiu-
ing yearend FIFO inventories at their
coats at the time they were purchased
or at yearend market prices, whichever
iz lower. To approximate ¢hia valuation,
BEA constructs two deflating indexes
for inventories in each industry. The
firat iz o composite indax of whaolesale
prices of n pericd near yearend, the
salection of the prices reflesting the com-
modity compuosition of the inventories
ond the length of the paried determined
by the rate of turnover of inventories.
The second index represents wvearend
morket prices and ia darived by averag-
ing wholesuls price indexes for Decem-
ber and the following Jonuary. The
lower of these two indexes iz used to
deflats yenrvend FIFOQ inventories to
constant prices.

Information is not available on the
commodity or age compoaition of
LIFQ inventories. Thus, it i not pos-
sibla to deflate yearend hook values af
these inventories directly asis done with
FIF( inventories. Instead, the annual
chagpes in the book value of LIFO
inventories are deflated. An increase in
LIFO book valuss during a year is
pssauned to reflect an increass in the
physical volume of LIFD stocks valued
Bb current prices. A decressa in LIFO
bools values during a year is asswmed to
reflact u decronse in the physical volume
of LIFO stocks velwed in prices of prior
years, Such decreascs are ndjusted to
current prices by a ratioc which ex-
presses the relationship of current year
Prices to prices of the yesr(s) in which
the expended inventories are estimated
to hava besn put into atock. The result-
ing annual estimates of change in LIFQ
Mventories in the current prices of
sach given year are deflated to eatarnntes
of change in 195% prices by annual
wholesale price indexes whose com-
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position reflocts the commeodity com-
potition of the chnnge in inventories.

Svocks of nonfarm inventories

The nonfarm stocks in baok walues
thown in table 1 ware derived separately
for eesh major industry. Stocks in
manufacturing and in wholesole trade
ware calenlatad for yenrend 1967 on
the baosis of the 1967 ecenomic censuses,
ond the stoeck in ratail trade wos cal-
culated for yenrend 1868 on the basis
of the 1968 annual retai]l trade survey.
Stocks for all other nonfarm industries
ware coleulated for yenrend 1054 on
the bagis of IRS tax return dats. These
lavelzs wera moved forward to 1971 by
edding anmial thanges in book value
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and back to 1928 by subtracting annual
changes in boolk value.

The noafsrm stocks in constant
(1858) prices shown in tohle 2 were
derived separntsly for LIFD and FIFO
stocks in eanch major indusixy. For
LIFD stocks, a yearend level wes
egtimnted for the first yeor for which
LIFQ deta were avsilabla—1939 for
monulacturing, 1946 for retail trada,
1953 for other nonfsrm industries
having LIFO inventories. Thase lovels
wers moved forward to 1971 by sue-
cesgively adding the sstimated LIFOQ
inventory change by industry in con-
stant (1958) prices described nbovs.
For FIFO stocks, yesrsnd values in
constani {1968) prices were available
ilirectly; having been calculated in the

Table 2.—Svocks of Businegy Inventarbes In Constant Prices, I98-51
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computation of eonstant dollar change
ih non-LTFO  inventortes, described
above.

The nonfarm stocks valued in the
eurrent prices of each yeatrend, shown
in table 3, were derived in the following
mauner: For wears when no LIFO
atocks ara aswmed to have existed for &
particular industry, stocke in book
raluas were pssumed to he equsl o
stocks in curtent prices for that in-
dustry, since FIFO eceounting s2sumes
that stotks turn over continuonsly. For
yenrs when stocks contained aocme
LIFQ inventories, the estimetes of such
utoeks in current price valuaiion were

SURVEY OF CURERENT BUSINESS

derived by multiplying stocks in con-
atant (19568) pricas by composites indexes
of yesrand mexket prices,

The allocation of nonfarm stocks n
sach major industry into eorporata and
noncorpotate sheres wasz based, for
years prior to 1963, on annual Internal
Revenue Service tabulations, Starting
with 1065, the basic source for the
carporate-noneorparets allocation was
the Census Bureau's Erlerprize Sis-
tetics: 1983, In general, the use of the
latter source yielded corporate-non-
corporate shares similar to those derived
from the TRS data.

Tnhlﬂrl.—ﬂtnnh of Buslness Inventorles in Current Pricoy, 192871
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Farm inventorieg

The annual chenge in farm in-
ventories that enters into current dollar
GNP iz mot darived from rsported
boole valuas; it is caleulated by ths U.S,
Deapartment of Agrieulture as the
change during the yeer in phyaical
quantities of erops snd livestock on
farms, mulfiplied by svarage prices for
the year. This changes is deflated to 19538
prices by BEA by uss of price indexes
reflecting tha commodity somposition
of the inventory changa.

For yearends 1968-71, stocks of
farm inventeriez in the current prices of
each yearend were calculated from
U.5. Department of Agrieultura data,
yearend quantities of each kind of erop
and livestoek being multiplisd by year-
end prices. For yesremds 1028-54,
stoaks of farm inventories in the surrent
pricea of ench yenrand ware cnlaulated
by reflating constant (1953) prics
stocks (gee below) by composite yaar-
and price indexes based on indexes of
wholesale prices. It is assumed that
ull ferm inventoriez ars valuad on the
FIFOD bugis, and thus the stecks in
current prices of esach vyearend are
wssumed to be equal to the stocks in
book vulues. Thus, the farm inventory
duta in tables 1 and 3 are identical.

Tha stack of farmn inventorice at
yearend 1958 in 1958 prices was datived
by multiplying yearend 1958 quantitiea
by averapo 1068 prices. This etock was
moval forward to 1971 by edding, and
bagkt o 1928 by subirecting, the
catimated sonuval changes in ferm
ihvantories i conatsmt (1958} prices
calculated for the income and. produst
accouhts.

The estimates of farm inventories in
tables 1 through 3 differ from the cor-
responding estimates in the Agricul-
ture Department’s Belarce Sheat of
Agriculture becangs of several defini-
ticnal differences. The mest importent
of thess involves [armers’ inveniories
of crops used as oollateral for Com-
modity Credit Corporation loans, which
are considersd 2s ferm inventories in
the Belance Shee! of Agriculiure but
not in the netional incoms and product
accounks.




